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We are transmitting for your information and use, the attached final report on an audit of the 

Texas Department of Protective and Regulatory Services’ (TDPRS) Administration of Foster 

Care Contracts. This review was conducted by the Texas State Auditor’s Office (SAO) with 

staff assistance from our Office of Inspector General (OIG). The objective of the audit was to 

evaluate contract administration for the various types of contracts associated with children in 

foster care. 


The SAO’s audit was a comprehensive review of the contract administration over foster care 

contracts. We participated with the SAO on the portion of the audit that reviewed child 

placing agencies, their homes and residential treatment facilities. As such, we provided 

technical assistance in designing the SAO’s approach to this portion of the audit. In addition, -

our fieldwork included visiting a sample of child placing agencies, their foster homes, and 

residential treatment facilities. 


The SAO’s report credits TDPRS for appropriately focusing resources on investigations, 

foster care placements and case management of at-risk children. However, the report also 

identifies serious gaps in the oversight of foster care contractors which could undermine 

TDPRS’ efforts to ensure: (1) the safety of the children in its care, and (2) that contractors 

provide the expected services and comply with contract requirements. For example, TDPRS’ 

monitoring plan for Fiscal Year 1999 was not completed, as only 3 of the 19 residential 

contractors identified as high-risk received the on-site programmatic and fiscal monitoring 

visits required by TDPRS. In addition, several contracting problems identified in previous 

SAO reports had not been corrected. Such problems include: 


+ 	 The foster care rate methodology is based upon a number of untested 
assumptions. 
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+ 	 The TDPRS lacks adequate assurance about the accuracy of cost reports 
submitted by foster care providers. 

+ 	 The TDPRS has not implemented policies and procedures to verify that child 
placing agencies are paying their foster homes the required minimum amount 
of maintenance payment. This was also a prior OIG finding. 

The TDPRS agreed with the SAO’s findings and has already begun taking action to correct 
the weaknesses identified in it’s administration of foster care contracts. 

We performed a desk review of the SAO’s audit report to satisfy ourselves that the attached 
audit report can be relied upon and used by the Administration for Children and Families in 
meeting it’s program oversight responsibilities. 

As we do with all audit reports developed by nonfederal auditors, we have provided as an 
attachment, a listing of the coded recommendations for your staffs use in working with the 
State to resolve findings and recommendations through our stewardship program. Attachment 
A provides a summary of the recommendations. 

We plan to share this report with other States to encourage their participation in our 
partnership efforts. If you have any questions about this review, please let me know or have 
your staff contact Joseph Green, Acting Assistant Inspector General for Administrations of 
Children, Family, and Aging Audits, at (301) 443-9742. 

Attachments 



Recommendation 

Codes Pane Amount 

21291310 5 N/A 


21290110 8 N/A 


07491910 22 N/A 


07492610 23 N/A 

33292210 27 N/A 

21291910 28 N/A 

21236710 33 N/A 

Resolution 
Agency 
HHYACF 

HHS/ACF 

HHYACF 

HHS/ACF 

HHS/ACF 

HHS/ACF 

HHSfACF 

ATTACHMENT A 
CIN: A-06-00-00046 

Recommendations 

Make effective contract 

administration a priority. 


Improve oversight of residential 

foster care contractors. 


Develop policies and procedures 

that comprehensively address 

contract renewal criteria. 


Enhance residential child care 

contract provisions. 


Continue efforts to revise the 

foster care payment methodology. 


Keep working to improve the 

foster care management system. 


Expand best practices to improve 

overall contract administration of 

purchase of services contracts. 
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Key Points of Report . 

An Audit Report on the Department Protective and 
Regulatory Services’ Administration of Foster Care Contracts 

August 2000 

Overall Conclusion . 
The Department of Protective and Regulatory Services (Department) has notprovided sufficient 
oversight of residential foster care contractors, but it is now working to strengthen its supervision of 
contructors. The Department has appropriately focused its resources on investigations, foster care 
placements, and case management of at-risk children. However. serious gaps in the oversight of 
foster care contractors could undermine the Department’s efforts to ensure (1) the safety of the 
children in its care, and (2) that contractors provide the expected services and comply with 
contract requirements. Currently, a daily average of 7,000 children receive foster care through 
273 residential care contracts. These contracts totaled $154 million in fiscal year 1999. We found 
that contract administration of purchase of services contracts was more effective than it was for 
residential c:ontracts. 

Key Facts and Findings 

The Department needs to strengthen its procedures for overseeing its residential foster 

care contracts. Consideration of more relevant information in the risk assessment 

process, completion of the annual monitoring plan, and improvement of training and 

technical assistance for Residential Contract Managers would improve contract 

oversight. 


The Department has begun to address a material weakness in monitoring and other 

contract administration weaknesses identified by the State Auditor’s Oftice. However, 

the Contract Administration Division, created to improve the Department’s 

administration of contracts. has not corrected all prior weaknesses. 


It is too soon to tell if the pilot foster care system created by Permanency Achieved 

through Coordinated Efforts will be more effective than the current one. The goal is to 

improve foster care outcomes for foster children without costing the State more 

money. Improved outcomes include shorter lengths of stay in foster care and stability 

of foster care placements. 


Currently in Texas, a daily average of 12,000 children are in foster care. Around 7,ooO 

of these children are placed in foster care through residential care contracts. (These 

contracts are with child-placing agencies, residential treatment centers, emergency 

shelters, and independent foster homes, among others.) The other 5,000 children are 

placed in foster homes that contract directly with the Department. 


Contact 

Julie Ivie, CIA, Audit Manager, (5 12) 936-9500 

Office of the State Auditor 
Lawrence F. Alwin, CPA 

This audit was conducted in accordance with GovernmentCode, Sections321.0132 
and 321.0133. 
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Executive Summary 

The Department of Protective and 
Regulatory Services (Department) has not 

provided sufficient oversight of residential 
foster care contractors, but it is now working 
to strengthen its supervision of contractors. 
The Department has appropriately focused its 
resourceson investigations, foster care 
placements,and casemanagementof at-risk 
children. However, serious gaps in the 
oversight of foster care contractors could 
undermine the Department’s efforts to ensure 
(1) the safety of the children in its care,and 
(2) that contractors provide the expected 
servicesand comply with contract 
requirements. Currently, a daily averageof 
7,000 children receive foster care through 
273 residential care contracts. These 
contracts totaled $154 million in fiscal year 
1999. We found that contract administration 
of purchase of servicescontracts was more 
effective than it was for residential contracts. 

Figure 1 

or this project, we reviewed the contract 

administration functions for severaltypes of 

contracts associatedwith children in foster 

care. Contract administration includes four 

main processes: 


l Procurement 

l Payment 

. Contract establishment 

l Contractor oversight 


Most of the weaknesseswe identified were in 
the contract administration of residential care 
contracts. These contractsare with foster 
care providers suchas child-placing agencies, 
residential treatmentcenters,and 
independent foster homesthat provide 
24-hour care either directly or through 
subcontractors. The Department needs to 
improve its o&sight of thesecontractors and 
the policies and’proceduresthat guide the 
oversight and contract renewal processes. 
We did not review the foster care payment 
methodology for the residential contracts 
becausethe Department has hired a 
consultant to review and revise the 
methodology. 

Make Effective Contract 
Administration a Priority 

The Department createdthe Contract 
Administration Division (CAD) in fiscal year 
1996 to improve its administration of 
contracts. However, somecore 
responsibilities of CAD have not been 
accomplished. The fiscal year 1999 
monitoring plan was not completed, and 
severalcontracting problems previously 
identified by the StateAuditor’s Office have 
not been corrected. The Department has not 
:learly assignedresponsibility for cross-
Functionalprocesseswithin contract 
&ministration. Responsibility for a number 
of contracting tasksinvolves various 
divisions, including Legal, Program, Internal 
Audit, and regional operations. 

Numerous changesin CAD’s leadership and 
staff vacanciesmay have contributed to 
weaknessesin contract administration. The 
Department has begun to addresscurrent and 
prior contract administration problems. 

Improve Oversight of Residential 
Foster Care Contractors 

The Department needsto strengthen its 
procedures for overseeingits residential 
foster care contracts. Changesthat would 
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Executive Summary, continued 
improve the Department’s oversight include 
the following: 

Consider more risk factors during the 
risk assessmentprocessto better identify 
high-risk contractors. More than half of 
the 10 risk criteria on the risk assessment 
tool come from the contractors’ cost 
reports, which are self-reported and not 
audited for accuracy. 

Make completion of the annual 
monitoring plan a priority. In fiscal year 
1999, only 3 of the 19 residential 
contractors assessedas high-risk received 
the on-site programmatic and fiscal 
monitoring visit required by the 
Department; another 9 received a billing 
review. 

Document the roles and responsibilities 
of all staff membersinvolved with 
residential contracts. Various divisions 
within the Department share 
responsibility for many contracting tasks, 
and responsibility for someof thesetasks 
remains unclear. 

Improve the training and technical 
assistancethat CAD provides to the 
Residential Contract Managers (RCMs). 
Many RCMs reported difficulties in 
getting consistentadvice from CAD. 
Also, CAD has been late in delivering 
monitoring tools to the RCMs, which 
delays the start of monitoring activities. 

Develop Policies and Procedures 
That Comprehensively Address 
Contract Renewal Criteria 

Contractor assessments,which provide 
support for contract renewal decisions,do not 
consider certain important factors. Inclusion 
of more detail about the contractor’s 
licensing history, its compliance with 
contract terms, and meaningful commentary 
about the contractor’s strengthsand 
weaknesseswould enablethe Department to 
make more informed renewal decisions. 

Enhance Residential Child Care 
Con tract Provisions 

The residential contract provisions have 
improved markedly since 1997. Further 
enhancements,such as the following, will 
make the contracts even stronger: 

Provide de&l about how the new 
contract provision that establishesa 
method of evaluating a contractor’s 
quality of servicewill be implemented 
and assessed. 

Clarify Department policy concerning 
recoupment of unallowable expenditures, 
and reflect the policy in the contract 
provisions. 

Describe the Department’s rights in 
property purchasedwith Department 
funds and how the rights may be 
enforced. 

Define related-party transactions,and 
require contractors to maintain sufficient 
documentation about these arrangements 
to ensurethe Department of their 
appropriateness. 

Keep Working to Improve the 
Foster Care Management System 

The new foster caremodel, Permanency 
Achieved through Coordinated Efforts 
(PACE), is completing its secondyear. The 
Department’s goal is to create a more 
effective systemof foster care without 
increasingthe costsof foster careto the 
State. The pilot project will be evaluatedon 
a setof unproved outcomes; however, final 
resultswill not be known for a year or more. 

Although the legislative requirement to 
maintain cost neutrality for the pilot project 
only considers the foster care rate 
comparison,there are start-up and ongoing 
administrative coststhat are not being 
tracked. 
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Executive Summary, concluded 


Summary of Management’s 
Responses 

TheDepartment has already implementedor 
is in theprocess of implementing the 
recommendationscontained in this report. 
For over a year the Department has made a 
commitmentto resolve issuesnoted 
regarding controls over contract 
administration. Theseefforts began in June 
I999 and evolved into the developmentof an 
agency-wide strategic initiative -- Improve 
Procurement and Monitoring of Purchased 
Client Goods and Services. This work 
ultimately resulted in a new organizational 
structurefor the Contract Administration 
Division (CAD) which was implementedin 
July 2000. To specifically address issues 
raised during the course of this audit, a 
separate Contract TaskForce wasformed 
and began work in April 2000 to accelerate 
progress toward better outcomes. Thetask 
force focused on resolving specific audit 
issues,facilitating efforts already underway 
and implementing immediate and short-term 
solutions. This required balancing seasonal 
contract renewals with the urgent needfor 
improvementsin contract monitoring. The 
taskforce, which completed work in June. 
2000, implementednumerous solutions. In 
addition, a major eflort is underway to 
update and enhance the CAD Handbook. 

TheHandbook will be an intranet based, 
userfriendly document that will take a 
contract manager through all the steps of the 
contractingprocess. TheHandbook is 
scheduled to be completed and released 
agency-wide by thisfall. TheDepartment 
believesthat the improvementsmade to date 
and thosescheduledfor completion over the 
next fucal yea; will continue to strengthen 
the contract administration process. 

Summary of Objective and Scope 

The objective of this project was to evaluate 
contract administration for the various types 
of contracts associatedwith children in foster 
care. We reviewed contracts for residential 
care and purchase of servicescontracts. We 
also looked at special contracts for (1) the 
managedcare pilot project, (2) an 
independent evaluator, and (3) revision of the 
foster care rate setting methodology. 

As part of our fieldwork, we visited a sample 
of child-placing agencies,their foster homes, 
and residential treatment centers. A team of 
auditors from the U.S. Department of Health 
and Human Services,Office of the Inspector 
General,Of&iceof Audit Servicesassistedus 
on thesevisits. 
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Section 1: ORGANlZATlONAL ISSUES 

Make Effective Contract Administration a Priority 

’ The Department has focused its efforts on direct servicedelivery and.hasnot made 
1	contract administration a priority. As the stateagency responsiblefor protecting at-
risk children, the Department hasconcentratedon investigating allegations of abuse 
and neglect, placing children in foster care, and tracking their progress. However, 
more than half of the children in foster care are cared for through residential contracts 
(seetext box), and the administration of thesecontracts must be a high priority. Good 
contract administration practices should ensure that contractors meet contract 
requirements and that foster children receivethe required services. 

The Department createdthe Contract Administration Division (CAD) in fiscal year 
1996 to improve the Department’s administration of contracts. However, the State 

Types of Residential Child Care Contractors 

Child-plocina Aaencies-organizations that place children in 
child care facilities, agencies, agency foster homes, agency 
foster group homes. or adoptive homes, and are licensed by the 
Department’s Child Care Licensing Divtsicn. 

Residential Treafment Center-facilities that are licensed to 
provide foster care for 13 or more children at a time. 

Emeraertcv Shelter-residential group-care facilities licensed to 
provide emergency shdter for children. 

Aaencv Foster Home-facilities that provide care for not more 
than six children for 24 hours a day and are used only by a 
licensed child-placing agency. 

Indmendent Foster Home-child care facilities licensed to 
provide care for up to 6 chilcken for 24 hours a day. 

Source: Texas Administrative Code and the Department of 
Protective and Regulatory Services 

Auditor’s Office (Office) identified 
significant weaknessesin the current 
administration of residential contracts, 
and severalcontracting problems 
identified in prior Office audit reports 
remain uncorrected. 

Numerous changesin CAD’s leadership 
and the departure of experiencedstaff 
membershaveundoubtedly contributed 
to weaknessesin contract administration. 
In the four years it has existed,CAD has 
had four directors and three interim 
directors. Although CAD is authorized 
for nine positions, five positions, 
including the director, were vacant in the 
spring of 2000. (The remaining four 
vacanciesinclude two technical 
assistants,a trainer, and an administrative 
assistant.) 

CAD should ensure that contracts are effectively and consistently 
administered. Core responsibilities of CAD that have not been accomplished 
include the following: 

0 	 Corrective actions from prior audit reports were not fully implemented. Some 
problems identified in prior Office audit reports and in a Department audit 
report remain unresolved. (SeeTable 1.) 

0 	 The fiscal year 1999 monitoring plan was not completed for residential 
contracts. One of the Residential Contract Managers’ (RCMs) responsibilities 
is to implement CAD’s annual monitoring plan. However, CAD does not 
supervise the RCMs in the regional offices. (The RCMs are supervisedby 
regional management.) 
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Guidelines for contracting staff, such as the Contract AdministrationI. Handbook, monitoring tools, and key policies and procedures,are either out-

I of-date or non-existent. 

TaMe 1 

Uncorrected 

Date and Source 

SAO Report No. 954XT3, 
September 1994 

SAO Report No. 98-041, June 1998 
and 

SAO Report No. 00-555, May 2OCKl 

SAO Report No. W-555, June 1999 
and 

SAO Report No. OW55, May 2CCTO 

Department Internal Audit Division 

Contract Administration Audit Report, 


Audit Number 96-001, 

August 1997 


Problems Identified in Prior Reports , 

Finding 

The foster care rate methodology is based upon a number of 
untested assumptions. 

The Department lacks adequate assurance about the 
accuracy of submitted cost reports. 

The Department has not implemented policies and 
procedures to verify that child-placing agencies are paying 
their foster family homes the required minimum amount. 

A material weakness exists in the controls over monitoring of 
vendors with compliance responsibilities for Foster Cure - W/e 
IV-E program. 

The risk analysis for residential child care facilities is based on 
self-reported data from the contractor. 

Require an independent appraisal (market value analysis) of a 
related party lease or purchase to ensure the Department 
pays fair market for related-party transactions. 

source: The State Auditor’s Office and the Department of Protective and Regulatory Services 

Assign clear responsibility for cross-functional processes within contract 
administration. Responsibility for numerouscontracting tasks is difficult to 
determine becausevarious divisions, including Legal, Program, Internal Audit, and 
regional operations share responsibility for many contracting functions. (We noted 
this problem specifically in relation to residential foster care contracts.) 

For example,the Department hasnot assignedresponsibility for implementing a new 
rule in the TexasAdministrative Code (Title 1, Part 15, Section 351.13)that 
establishesperformance measuresfor the Department’s residential contractors. To 
successfully implement and evaluatethesemeasures,many of the Department’s 
divisions need to work together, and eachdivision needsto understandits role. 
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RCM responsibilities include the following: 

. 	 Enrolling new residential foster care 
providers 

. Renewing residential contracts each year 

. 	 Monitoring the residential contractors for 
contract compliance 

. 	 Acting as liaison between the contractors 
and the Department 

The lack of clearly defined responsibilitv also keens 
RCMs from receiving the guidance theyneed. Thi-
RCMs look to CAD, Program, Legal, and Internal Audit 
for assistance,but they often get little or conflicting 
information. (See text box for RCM responsibilities.) 

As of May 2000, 12 RCMs managedThe273 residential 
contracts in the State’s 11 regions. Contract managerswe 
interviewed were responsible for anywhere from about 
twenty to sixty residential contracts. 

Continue to address contract administration weaknesses. In April 2000, a task 
force including staff membersfrom all divisions with contracting responsibilities 
began meeting to develop corrective actions. Another Department task force, created 
a year ago, is reviewing organizational issuesrelated to contracting agencywide. 

Recommendation: 

Executive management should clearly assignresponsibility for cross-functional 
processesrelated to contract administration. 

Executive managementshould continue to closely monitor the progressand 
implementation of recent Department initiatives that addresscontract administration 
weaknesses. 

Management’s Response: 

TheDepartment has already implementedor is in theprocess of implementing the 
recommendationscontained in this report. For over a year the Department has made 
a commitment to resolve issuesnoted regarding controls over contract administration. 
Theseefforts began in June 1999 and evolvedinto the developmentof an agency-wide 
strategic initiative -- Improve Procurement and Monitoring of Purchased Client 
Goodsand Services. This initiative is one of six Department-wide initiatives that 
bring focus to critical agencygoalsfor the current biennium. 

Thegoal of the contracting initiative was to develop and implementproceduresfor 
procuring goods and client servicesandfor monitoring contracts to maximize 
timeliness,flexibility, eficiency and accountability by September1, 2000. This 
initiative ultimately resulted in a revised organizational structure for the Contract 
Administration Division (CAD) which was implementedin July 2000 with the 
appointment of a new Director of CAD. 

To specifically address issuesraised during the course of this audit, a separate 
Contract TaskForce wasformed and began work on April 1.2000 to accelerate 
progress toward better outcomes. Thetaskforce focused on resolving spectfic audit 
issues,facilitating efforts already underway, and implementing immediateand short-
term solutions. This required balancing seasonal contract renewals with the urgent 
needfor improvements in contract monitoring. Improvementsidentified during the 
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course of the taskforce assignmentwere implementedimmediately. Theseincluded 
establishing a contract manager workload standard, updating thefiscal year 2000 
monitoring plan, implementing a new risk assessmentand modt>ing monitoring 
policy forfrscal year 2000 residential contracts, streamlining the renewal process and 
contract signoflprocedures for all contracts, and developing a new risk assessment 
forfiscal year 2001. The taskforce completedwork on June 30,200O. 

In addition, a major effort is underway to update and enhancethe CAD Handbook. 
TheHandbook will be an intranet based,userftiendly documentthat will take a 
-contract manager through all thestepsof the contracting process. It will contain 
samples,job aids,frequently askedquestions,and a compendiumof legal resources to 
provide immediate information to contract managers. All sections of the handbook 
are designed with contract stafiinput to ensure bestpractices are incorporated. The 
first section of the CAD Handbook was completedand testedin JuIy 2000. The 
Handbook is scheduled to be completedand releasedagency-wide by thisfall. 

TheDepartment believes that the improvementsmadeto date and thosescheduledfor 
completion over the nextfBcal year will continue to strengthen the contract 
administration process. Department cross-finctional processeswill be addressedin 
the Identifjt Roles and Management Practicesfor Improved Operations Strategic 
Initiative. Thegoal of this initiative is to ciarijj, responsibilities crossing more than 
one operational area and is scheduledfor completion by December 2000. Cross-
functional processesregarding client service contracts currently resides in CAD. 
Regions and state office programs are also responsiblefor client services contract 
management. Thosecontract stafpeform tasksincluding contract negotiation, 
contract monitoring, contract billing resolution, and contract renewals. Internal 
Audit w-11assistDepartment managementin ensuring that the initiatives related to 
contracts are implemented. 

Section 2: OVERSIGHT OF RESiDENTlALFOSTERCARE CONTRACTS 

Improve Oversight of Residential Foster Care Contractors 

The Department needsto strengthenoversight proceduresfor the $154 million in 
residential foster care contracts, Changesthat would improve the Department’s 
oversight include the following: 

l 	 Consider more risk factors during the risk assessmentprocessto better 
identify high-risk contractors. 

l Make completion of the annual monitoring plan a priority. 

l 	 Document the roles and responsibilities of all staff membersinvolved with 
residential contracts. 

l Improve the training and technical assistanceCAD provides to the RCMs. 
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Section 2-A: RISKASSESSMENT 

Improve the Risk Assessment Process by Considering Additional 
Risk Factors 

The current risk assessmenttools and criteria do not consider all relevant information 
associatedwith the residential foster care contractors. As a result, the risk assessment 
may not identify somehigh-risk contractors. Problems we noted with the risk 
assessmenttool include the following: ‘ 

The risk assessment for residential child care 
contracts is a risk andysis of residential 
contractcrs that provides the basis for 
prtorftiztng and ranting these facilities for 
contract monitoring purposes. The primary 
objectives of a risk assesvnen t are to (1) 
identify. analyze, and act upon risksthat 
might hamper achievement of the 
Department’s objectives, (2) identify risks 
with higher potential for adverse effects, 
and (3) determine the prforfty of risk to be 
addressed with limited resources. 

. 	 More than half of 10ten criteria on the risk 
assessmenttool come from the contractors’ cost 
reports,which are self-reported and not audited. 
Also, the emphasison the cost report figures weights 
the assessmenttoward vendors with contracts that 
havehigher dollar amounts; therefore, vendorswith 
contractsof comparatively low dollar amountsare 
often classified as low risk and never receive on-site 
monitoring visits. (While large dollar amountspaid 
to a contractor are certainly a risk factor, numerous 
other factors also createrisk and should be 
considered.) 

l 	 The criterion related to the number of licensing violations received by the 
contractor doesnot differentiate between more serious and less serious 
violations. For example, a tom mattress(a licensing violation) carries the 
sameweight as the absenceof a bed for a child. 

l 	 The risk assessmenttool doesnot addresscompliance with contract 
provisions or quality of care standards. 

l 	 The risk assessmenttool doesnot consider the results of prior monitoring 
visits or the time elapsedsincethe last monitoring visit. 

CAD staff members could not explain changesin the risk rankings of the residential 
contractors from fiscal year 1999 to 2000. The risk assessmentprocessesfor those 
years were not well documented. The CAD employee responsible for the risk 
assessmentprocessresigned in December 1999without documenting the risk analysis 
for the residential contractors. We reviewed worksheets and other data in an attempt 
to reconstruct the processand found that: 

a 	 Risk rankings were lowered in the absenceof additional information. 
Although most of the fiscal year 1999 contractors rated ashigh-risk had not 
received on-site monitoring visits, their risk rankings were lowered for fiscal 
year 2000. Also, the number of high-risk contractors decreasedfrom 19to 8 
in fiscal year 2000. 

0 	 The worksheets appearedto contain inconsistenciesand mathematical errors. 
When we reconstructed someof the fiscal year 2000 risk rankings, the 
rankings matched the annual plan in only one of five cases. 
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By clearly documenting and standardizing the risk assessmentprocess,the 
Department can apply it consistently from year to year. 

Recommendation: 

The Department should improve the risk assessmenttools for the contractors by 
including factors such as results of monitoring activities, past performance,and 
compliance with contract provisions. Risk criteria the Department should consider 
include the following: 

. 	 Amount of contractor’s growth (revenue,number of children served,number 
of foster homes) 

. Number and/or nature of related-party transactions 

l Severity of licensing violations 

l Organizational changes(newness,programsadded) 

0 Time elapsedsince previous monitoring visit 

IThe Department should also standardizeand document the risk assessmentprocess. 

IManagement’s Response: 

The Contract TaskForce developeda new risk assessmenttoolfor all client services 
contracts that waspiloted in three regions and two state o&e divisions in July 2000. 
Contract managers completed the toolforJisca1 year 2000 contracts andprovided 
feedback regarding the easeor difjiculry of using the tool and whether the tool 
captures risk based on their experience. Resultsfrom thepilot havebeen 
accumulated and are being analyzed by the Director of CAD. 

Thepiloted tool contains 16 risk factors, including those addressedin the 
recommendation. The risk assessmenttoo! will be updated and CAD will implement 
the new risk assessmenttool in September2000 to establish risk and develop the 
monitoring plan for fiscal year 2001 contracts. Therisk assessmentprocess and 
policy will be documentedin the updated CAD Handbook. 
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Section 2-B: MONITORING COVERAGE 

Make Completion of the Annual Monitoring Plan a Priority, and 
Enhance Monitoring Procedures to Provide Better Oversight of 
Contractors 

Completing the annual monitoring plan is the first of severalstepsthat would improve 
the monitoring coverage of the Department’s residential contract’ors. Additional 
procedures include the following: 4 

. Perform financial monitoring of contractors. 

l Ensure that the information in CAD’s databaseis complete and accurate. 

0 	 Gain more knowledge of foster care providers and sharethat information with 
other Department staff members. 

In fiscal year 1999, only 3 of 19 residential contractors assessedashigh-risk (of 279 
total contractors) received the on-site programmatic and fiscal monitoring visit 
required by the Department’s annual contract monitoring plan. Of the remaining 16 
high-risk vendors: 

0 Nine received only a billing review. 

a Four did not receive any monitoring. 

0 Three contracts were terminated after the first six months of fiscal year 1999. 

The main purpose of on-site monitoring is to verify that foster children are receiving 
the required services. Monitoring also provides feedbackabout foster care contractors 
for decision-making purposes. A major sourceof relevant information, feedback 
about foster care providers enablesmanagersto do meaningful planning related to 
residential foster care services. 

Additionally, the Department plan to samplefoster families to verify receipt of the 
required payments from child-placing agencieswas not fully implemented. 
Residential Contract Managers were to perform this monitoring while conducting site 
visits, and CAD was to review monitoring reports to ensurecompletion of the task. 
Neither processwas implemented. 

On our visits to a sampleof child-placing agenciesand foster homes, we identified 
one child-placing agency that had not paid its foster families the required minimum 
payments. The child-placing agency deductedcomputer leasepayments from the 
maintenancepayments made to severalfamilies for about a year in fiscal year 1998. 
The deduction of leasepayments causedthe rate payment to foster families to drop 

below the minimum amount required. 

Conduct financial monitoring of residential contractors. Prior to the spring of 
fiscal year 2000, there was no substantivefinancial monitoring of residential 
contractors. Any financial monitoring done by an RCM was basically a billing review 
verifying the days of serviceprovided and the level of care payments. The review did 

AN AUDI-TREPORTON THEDEPAMMEM OF PROTECWE AND 
AUGUST 2000 REGULATORYSERVICES’ADMlNl!3RATlON OF FOSTERCARE CONTRAClS PAGE 11 



1 not look at the contractor’s expendituresor verify costsreported on the contractor’s 
cost report. Without financial monitoring, the Department lacks assurancethat 
program funds are spent according to contract terms and federal regulations. 

In fiscal year 2000, the monitoring tools were changedto include a fiscal monitoring 
program that looks at accounting and financial records. However, the new financial 
monitoring tools for fiscal year 2000 were not presentedto the RCMs until the end of 
February. L 

The Department’s Compliance Audit Unit conducts desk reviews (a form of financial 
monitoring) of the contractors’ annual cost reports. However, the Department does 
not conduct any on-site auditing of the cost reports, which is a violation of the Texas 
Administrative Code. (See Section 5.) 

Ensure that CAD’s database contains complete and accurate information. The 
CAD databasethat tracks contractor monitoring activities does not contain complete 
and accurate information. As a result, the databasecannot be relied upon as a 
comprehensivetracking document, and CAD’s ability to retrieve meaningful 
information about contracts corn the CAD databaseby name or type is limited. 

CAD and the RCMs did not have the sameinformation about the fiscal year 1999risk 
assessmentand monitoring plan. High-risk contractors listed in the CAD databasefor 
fiscal year 1999 were not always the sameasthose the RCMs believed to be high-risk. 
This information is critical to the annual monitoring plan becausecontractors assessed 
ashigh-risk must receive on-site monitoring visits. RCMs rely on accurateand timely 
information from CAD to complete their annual monitoring requirements. 

In addition, we noted the following problems: 

l 	 The databasecontains a number of data entry errors, suchas duplication of 
providers and misidentified regions. 

l 	 Eight different abbreviations were usedto describethree types of facilities 
becauseCAD did not specify a common set of terms to be used. 

l 	 CAD could not produce a complete list of the current residential contracts 
severalmonths after the beginning of fiscal year 2000. 

. 	 CAD staff could not provide documentationof approveddeviations from the 
monitoring plan for fiscal year 1999. 
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An Internal Control Structure Questionnaire 
(ICSQ) is a tool used by the Department to 
gather information about a contractor’s 
systems for safeguarding assets, authorizing 
expenditures, and accurately reporting 
financial data. An ISCQ requests information 
about a contractor’s record keeping, 
accounting controls. personnel, travel, 
equipment, subcontractors, and related-
party transactions. 

Source: Department of Protective and 
Regulatory Services 

Ensure that all regions use the Internal Control Structure 
Questionnaires. (See text box.) These questionnaires,one 
of CAD’s monitoring tools, are not being used in some 
regions. They are required, self-reported assessmentsto be 
completed by the contractors. The questionnairesprovide 
the only monitoring coveragefor medium- and low-risk 
contractors. However, no formal guidelines exist; asa 
result, RCMs may not know how to review these 
questionnaires,and many contractors receiveessentially no 
monitoring. Lnone regional office, we found questionnaires 
in unopened envelopes. 

Consider visiting a sample of foster homes when monitoring child-placing 
agencies. The current monitoring procedures do not include visiting foster homes 
under the direction of child-placing agencies. Similarly, the Department’s Residential 
Child Care Licensing (Licensing) staff membersinspect child-placing agenciesfor 
compliance with minimum licensing standards,but theseinspectorsdo not routinely 
visit foster homes either. Both the contract monitoring processand the licensing 
regulatory process rely on child-placing agenciesto provide assurancethat their foster 
homesare giving appropriate foster care servicesandcomplying with licensing 
standards. This assuranceis gained from reading casefiles on foster children and 
homes,not from any direct observation. Licensing staff memberswill visit foster 
namesto investigate allegations or problem areasidentified during child-placing 
agencies’monitoring visits. The Department plans to requestfunding for 24 more 
Licensing positions in the upcoming legislative session. The additional staff members 
would provide the resourcesto visit some foster homesaspart of their regular 
.nspectionprocess. 

Zhild-placing agencieshave primary responsibility for ensuring foster homes’ 
xmpliance. However, Department staff memberscannot verify that child-placing 
agenciesare complying with certain oversight responsibilities without visiting some 
Tasterhomes themselves. A prior Office report on the Child Care Licensing Division 
IChild Care Licensing and StatewideIntake at the Department of Protective and 
Pegulatory Services,SAO Report No. 98-059, August 1998) identified the need for 
-egulatorsto visit foster homeson a samplebasis. Thesevisits would provide 
ndependent verification of child-placing agencies’ oversight of foster homes. 

Somefoster children are not being visited regularly in their foster homes. Managers 
it severalchild-placing agencieswe visited told us that in a few cases,Department 
:aseworkers were not seeingtheir assignedfoster children asoften as guidelines 
equire. A number of foster parentsreported that someof their foster children had not 
seentheir Department caseworkersregularly; a few said it had beenmore than six 
months since the last caseworker visit. Visits by caseworkersare another meansof 
obtaining information about foster homes. 
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Enhance information sharing about foster care providers. The Department could 
improve its oversight by sharing information about foster care. Staff membersfrom 
different divisions’in the Department,each with different objectives, assessvarious 
aspectsof foster care: 

. RCMs enroll new residential foster care contractors,renew the contracts, and .monitor the contractors. 

l 	 Residential Licensing representativesvisit child-placing agencies,residential 
treatment centers,and independent foster group homesat leastannually to 
inspect for compliance with minimum licensing standards. (Licensing 
standardsplace primary responsibility on child-placing agenciesfor 
monitoring the foster homesunder their direction.) 

l 	 Child Protective Services’caseworkersare required to seethe foster children 
on their caseloadsonceper month and must visit them in their foster homes at 
least once per quarter. 

. 	 Compliance Audit staff membersperform desk reviews of contractors’ annual 
cost reports, which contain financial information about their operations. 

Opportunities exist for Department staff membersto shareinformation about 
conditions in foster homes and facilities. For example: 

Department staff membersuse information about a residential contractor’s 
compliance with minimum licensing standardsin severalways: 

- RCMs consider compliance with minimum licensing standardswhen 
doing the contractor’s annual assessmentfor contract renewal. (See 
Section 3.) 

- Compliance with licensing standardsis a term of the residential 
contracts. 

- CAD’s annual risk assessmentof residential contractors usesthe 
number of minimum licensing standardsviolations as a risk factor. 

Monitoring visits to child-placing agenciesby both Licensing staff members 
and RCMs include following proceduresto review files of foster homesand 
foster children. One purposeof the file reviews is to gain assurancethat 
child-placing agenciesare sufficiently overseeingtheir subcontractors(foster 
care providers). 

While the caseworker’s primary focus when visiting the foster home is the 
progress of the foster child, the visit also presentsthe caseworkerwith the 
opportunity to observeconditions in the foster home. The caseworker’s 
observations, if sharedwith Licensing staff membersand RCMs, could alert 
them to potential problems in the foster home. 

When Compliance Audit staff membersreview contractors’ cost reports, they 
identify expendituresthat may warrant further investigation. ‘Ibis information 
should be given to the RCM to examine on the next monitoring visit. 
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These types of information sharing occur to some extent in the regional offices, but 
our discussions with field staff membersand foster care providers indicated that 
improvement and standardization of procedureswould benefit most areas. 

Ensure that CAD fulfils its role as overseer of residential contract monitoring 
activities. CAD has failed to provide effective oversight of the residential contract 
monitoring function. The lack of oversight hascontributed to the,failure to do the 
following: 

l Ensure progress on the monitoring plan. 

0 	 Provide accurate information to executivemanagementregarding the statusof 
the monitoring plan. 

l Ensure compliance with contractterms. 

CAD madeno effort to determine whether Internal Control Structure Questionnaires 
were received or reviewed by RCMs asrequired. Also, while CAD did review the 
monitoring activities of some purchaseof services(POS) contract managers on their 
visits to regional offices, little considerationwas given to residential contract 
monitoring. (See Section 7.) 

Recommendation: 

The Department should take the necessarystepsto improve its monitoring bctions 
for residential foster care providers. Thesestepsshould include, but are not limited to, 
the following: 

l 	 Implement oversight proceduresfor RCMs to ensurethat on-site monitoring 
of high-risk contractors is conductedaccording to the annual risk assessment 
and CAD guidelines. 

l 	 Improve monitoring proceduresto ensurecompliance with all significant 
contract provisions, program requirements,and financial-related 
requirements. For example: 

Develop guidelines for a deskreview of Internal Control Structure 
Questionnaires; train the contract managersto identify relevant 
financial information that can be used in the monitoring process. 

Sample foster parentsto verify receipt of the required payments from 
child-placing agencies. 

l 	 Develop controls to ensurethat CAD’s tracking databasefor residential foster 
care contractors contains accurate,complete, and suffGent information for 
decision-making and managementpurposes. 

0 	 Develop a standardized report format that can be usedto provide CAD and 
executive managementwith monthly information about the achievementof 
the annual monitoring plan and other oversight activities. 

I 
0 Document approved deviations from the monitoring plan. 
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. 	 Develop more formalized ways for RCMs, Licensing staff members,and 
caseworkersto shareinformation about conditions in foster homes. Consider 
creating a databasefor this type of information, especially in regions where 
staff membersare not housed in the sameofflice. 

CAD should fulfill its role as overseerof residential contract monitoring activities. 
. 

Management‘s Resuonse: 

TheDepartment has taken numerous actions to improve monitoringfinctions for 
residential contracts. Effective July I, 2000 the residential contract managersnow 
report centrally to the CPSProgram. Residential contract managers are supervised 
by the Division Administrator for CPSPurchased Services. Specific actions taken to 
addressthe recommendationare detailed below. 

On-site monitoring of high risk contractors has been madea priori@ by both 
CPSand CAD. High risk contractors forfical year 2000 were identified 
through the use of a revised risk assessmenttool. The Division Administrator 
for CPSPurchased Serviceshas receivedfiom each residential contract 
manager a schedule that indicates when the monitoring of thesehigh risk 
contractors will occur. Thisschedule has beencommunicatedto CAD and is 
on target for completion by August 31. 2000, 

Residential contract managers are performing monitoring procedures to 
ensure contract compliance. Guidelinesfor the desk review of Internal 
Control Structure Questionnaires wereprovided to all contract managers in 
June 2000 and use of the guidelines will be included in training conducted by 
CAD in thefall 2000. A second training classwaspresented to residential 
contract managersin May 2000 on the revisedfinancial monitoring tool. In 
addition, the Division Administratorfor CPSPurchased Serviceshas 
provided on-site monitoring assistancefor three residential contracts and has 
coordinated consultation with CAD. Residentialcontract managerswill 
continue to samplefoster parents to verify receipt of the required payments 
from child-placing agenciesas a part of thefinancial monitoring and contract 
compliance tool now being used. 

A new procedure, eflectiveMay 2000, requires regional and state o#ke 
program to document deviationsfiom the monitoringplan and submit those 
deviations to CAD for approval. Deviationsfor residential contracts are also 
communicatedto the Division Administratorfor CPS PurchasedServices. 

CAD will develop a standardized report format to provide regional and state 
oftice managementwith the information neededto manage contract 
administration. Thesereports will include the number of contracts to be 
monitored by regional and state ofice program and monthly progress (as 
reported to CAD) toward goals. Thesereports will be designedby October 
2000 and distributed in November 2000. 

Eflective June 1.2000. the updated CAD Handbook instructed contract 
managersto submit monthly updatesto the monitoringplan. CAD staff 
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review the monitoring plans and reports submitted and escalatenotification 
of non-compliance to appropriate regional and state office management. 
CAD Handbook policy will continue to require monitoring plans to be 
updated to reflect approved deviations. CAD will ensure that the changesare 
made to the statewide monitoring plan. 

TheDivision Administratorfor CPSPurchased Servicesmet with Child Care 
Licensing in June 2000 and began a process to look at how the two divisions 
could share information more readily with one another. An electronic 
mailbox where the residential contract managers can get accessto licensing 
non-compliances and inspectionswith approvedpasswords is expectedto be 
created by September1. 2000. The two groups havealready agreed to a bi
annual meeting to share ideasand concerns. Thecurrent residential 
monitoring tool requires residential contract managers to contact 
caseworkers regarding quality servicesprovided by contractors. This 
practice will be continued with a moreformal process to be considered when 
the contract database is developed. 

Section 2-C: OVERSIGHT ROLESAND RESPONSlBlLlTlES 

Document Roles and Responsibilities for the Oversight of 
Residential Contracting 

As mentioned in Section 1, Department staff members involved in the residential 
contracting process lack clearly defined roles and responsibilities. As a result, there 
are gaps in contract oversight. Once executivemanagementassignsresponsibility for 
the different roles, the decisions should be documented, and staff membersshould be 
informed. 

We noted the following situations: 

0 	 RCMs are askedto perform tasksthat are no longer in their job description. 
At one time, RCMs were classifiedas Institutional PlacementCoordinators, 
and their primary duties were enrolling contractors and providing placement * 
information to caseworkers. In 1997 they becameRCMs, and their placement 
duties were replacedwith monitoring responsibilities. However, they were 
often directed to continue performing child placement functions. In addition, 
one RCM we interviewed reportedthat she spentasmuch as 80 percent of her 
time managing a large POSpost-adoption contract. 

0 	 The residential contract renewal processis poorly documented. The lack of 
clear roles and responsibilities contributed to (1) the late completion of the 
fiscal year 2000 residential contract re-enrollment, and (2) an incomplete 
review of fiscal year 2000 re-enrollment contract packages. The late 
completion of the fiscal year 2000 residential contract re-enrollment resulted 
in a number of contractors operating without written contracts for short 
periods of time. The incomplete review of the fiscal year 2000 re-enrollment 
packages resulted in final contractsthat (I) did not contain necessary 
attachments, (2) did not havesupporting documentation related to the 
contractor, or (3) did not have complete supporting documentation. 
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. 	 RCMs have trouble getting oversight assistancebecauseit is not clear whom 
in the Department they should ask. For example, one RCM we interviewed 
told us that when shetakes an issueto CAD, CAD refers her to Program, and 
Program then refers her to CAD. 

Recommendation: . 

Once executive managementclearly defines the roles and responsibilities for 
contractor oversight, it should clearly document its decisions so that staff members 
understandthem. The documentedroles and responsibilities should include, but not 
be limited to, the following: 

0 	 The roles and responsibilities of RCMs should be expresslystatedin the 
Contract Administration Handbook or other Department guidelines, and 
supervisory personnel should ensurethat RCMs perform only those duties. 

. 	 The Contract Administration Handbook should clearly designatewho is 
responsible for the various types of assistanceprovided to RCMs. 

0 	 The Department should strengthenthe residential contract renewal process 
with policies and proceduresthat include, but are not limited to, a description 
of the responsibilities of eachstaff member involved in the renewal process. 

Management’s Resuonse: 

The Contract Administration Division was reorganized effectiveJuly 2000. The 
Division contains three separate areas to ensure that roles and responsibilitiesfor 
contracting are defined. Thefirst is Legal and Technical Assistancewhich provides 
technical assistanceto the regions and state ofice programs, maintainspolicy and the 
CAD Handbook, andprovides training to Department staff: This section will include 
two attorneysfor legal expertise in contracting. Thesecond area is Quality 
Assurance which includes updating and maintaining the risk assessmentand 
monitoring tools, maintaining the contract database,and conducting quality 
assurancereviews of regional and state office contract programs. Thethird area is 
cost reporting andfiscal monitoring. In addition to review and on-site auditing of 
cost reports this area will provide financial technical assistanceand recoupment, 
single audit review, and PermanencyAchievedthrough Coordinated Eflorts (PACE) 
financial monitoring. 

TheDepartment will continue to work on documenting roles and responsibilities 
related to oversightfor residential contracts. Theroles and responsibilities of the 
residential contract managers were sentout in a protective servicesaction memoin 
December 1999. As mentioned in Section2-B, residential contract managersnow 
report to the Division Administratorfor CPSPurchased Services. This will make it 
easier to respond to any inappropriate responsibilities. CAD and CPSstaff will work 
together to ensure theseroles and responsibilities are clearly defined,understood by 
stagand properly documented. 
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1 The contract renewal process was both strkamlined and strengthenedforfiscai year 
2001 contracts. Additional refinement of theprocess will be developedjointly by 
CALI and CPS in fical year 2001for implementation with thefiscal year 2002 
renewal period. 

Section 2-D: TRAINING, MONITORING TOOLS, AND SUPPORTFROM CAD . 

Improve Contract Administration Division Training and Technical 
Support to Residential Contract Managers 

Develop a sound policy concerning which expenditures should be recouped, 

and communicate the policy to contractors and Department staft members. 

The Department does not have a consistent policy regarding recoupment of 

unallowable costs(as defined by federal and statelaw) incurred by contractors under 

the unit-rate residential contracts. This inconsistency has resulted in confusion among 

providers and Department staff members. RCMs cannot properly perform their duties 

without clear guidance in this area. (The Department has a recoupment policy related 

to billing errors associatedwith foster care payments.) 


Currently, the residential contract prohibits useof Department funds on unallowable 

expenditures, and the Contract Administration Handbook indicates that such costs are 

to be recouped by the Department. However, the Department has rarely attempted to 

recoup these expenditures. For example,we identified a residential foster care 

contractor who paid a related party $1,307,559 for administrative services. An 

undetexminedportion of that amount was profit for the related party and may be an 

unallowable cost. The Department had neither identified nor attempted to recoup this 

cost. (Seedefinition of related party in Section 4.) 


Ensure that CAD provides RCMs with all training necessary to monitor 

contracts. CAD hasnot provided RCMs sufficient training to perform all monitoring 

duties. The role of the RCMs hasevolved (seeSection 2-C) and has given rise to a 

need for new skills. Training by CAD has not provided the RCMs with theseskills. 

RCMs reported to us that they did not feel qualified to perform certain financial 

monitoring duties. For example,training has been deficient in instructing RCMS on 

the following subjects: 


0 	 Evaluating Internal Control Structure Questionnairesintended to assist in 
contract monitoring efforts 

0 	 Evaluating Financial Questionnairesintended to assist in making contract 
renewal decisions 

l 	 Identifying and following through on issuesof recoupment of unallowable 
costs and unapproved property acquisitions 

0 Ensuring compliance with performance requirements in contracts 
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Support RCMs with consistent and competent technical assistance from CAD. 

Knowledgeable Staff: RCMs reported to us that they felt CAD staff members 
were competent in the areaof POS contractsbut lacked sufficient knowledge 
about residential contract issues. They also reported that they received 
different advice depending on which CAD technician they consulted and that 
it was often difficult to obtain answers. Staff turnover within CAD has 
undoubtedly contributed to this problem, as staff memberswith institutional 
knowledge about residential contract administration have left the Department. 

Timely Monitoring Tools: CAD has been chronically late in delivering 
monitoring tools to the RCMs. Monitoring tools were not provided to the 
RCMs until eight months into fiscal year 1999and five months into fiscal 
year 2000. This delay postponedthe start of monitoring activities, made 
achievementof the monitoring plan more difficult, and interfered with the 
time set aside for contract renewal. 

Current Handbook ProceduresRelated to Monitoring: Parts of the Contract 
Administration Handbook and Child Protective ServicesHandbook arenot 
current and do not reflect current proceduresand practices. The Contract 
Administration Handbook hasnot been updatedsince 1997. This lack of 
formal guidance has resulted in confusion among RCMs and inconsistency in 
the evaluation of providers. Somerevisionswere made in May 2000, and the 
revision processis continuing. 

RCM staff turnover exacerbatesthis problem as new staff memberstry to 
learn their jobs. Policies make clear that CAD is responsible for developing 
and maintaining residential contract administration procedures. Areas that 
need to be addressedor revisedinclude, but are not limited to, the following: 

- Applicability of particular sectionsto POScontracts, 
residential contracts,or both 

Proceduresconcerning sanctionsfor contractor noncompliance, 
including a framework for applying particular sanctions given 
different levels of noncompliance 

Monitoring and enforcementof the Department’s rights in ,contractor 
property purchasedwith Department funds under unit-rate contracts 

- Evaluation of contractor financial information, including the 
information containedin the Financial Questionnaires received 
from contractors (which contain useful information regarding the 
financial condition of the contractor, related-party matters,emerging 
litigation involving the contractor, and insurance coverage) 

Treatment of related-partytransactions 

- Coordination of related-party information from different sources(cost 
report, on-site monitoring tool, Financial Questionnaires, and Internal 
Control StructureQuestionnaires) 

Proceduresfor recouping unallowable costs 

AN AUDtT REPORTON THEDEPAMMENT OF PROTECTIVEAND 
REGULATORYSERVICES’ADMINISTRATIONOF FOSTERCARE CONTRACTS AUGUST 2ofJ)PAGE 20 



/ - Procedures for monitoring the amount of maintenancepayments 
passedthrough to foster parents 

- Use of financial monitoring fmdings in the rate setting.process 

Recommendation: . 
A 

The Department should establisha consistent policy concerning recoupmentof 
unallowable costs under unit rate contracts. The policy should be madeexplicit to 
both providers and staff membersthrough written guidance that describeswhen and 
how recoupment will take place. 

The Department should ensurethat RCMs receive all training necessaryto perform 
contract monitoring duties including, but not limited to, the following: 

l 	 How to evaluate Internal Control Structure Questionnairesintended to assist 
in contract monitoring efforts 

. 	 How to evaluateFinancial Questionnaires intended to assistin making 
contract renewal decisions 

. 	 How to identify and follow through on issuesof recoupmentof unallowable 
costs and unapproved property acquisitions 

0 How to ensurecompliance with performance requirementsin the contract 

The Department should support RCMs with consistent and competenttechnical 
assistance,including knowledgeable staff, timely monitoring tools, and current 
handbook procedures related to monitoring. 

Managements Resuonse: 

TheDepartment will establish a policy regarding recoupmentfor unit rate contracts. 
As stated in section 4, the provisions of the contract will be examinedand modifiedfor 
thefiscal year 2002 contract. Handbooks and training for contract managers andfor 
contractors will go into much more detail than the contract, but implementation of 
actual recoupments will often depend on professional judgments by the Department s 
attorneys and accountants who havejidl accessto the statutes, regulations and 
circulars, as do the attorneys and accountants of the contractors. TheCAD 
Handbook will be supplementedby December 31,2000, and additional training will 
follow by March 31, 2001. 

Residential contract managers will continue to receive training to provide them with 
the tools neededto perform their job responsibilities. CPS will set residential 
program policy and will provide guidance on the implementationof overall 
contracting policy. CAD will establish overall contract policy via the CAD 
Handbook. CPS and CAD will work together to ensure thepolicies support each 
other and are consistent. AN items identified by the SAO will be addressedin policy 
and training during thefall 2000. 
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CAD will provide support and guidance to regional and state ofice staffthrough the 
new organizational structure described in section 2-C. i%s assistancewill be 
supported by documentedCAD Handbook policy and other meansto ensure 
consistency. 

Sectioii 3: RESlDENTlALCONTRACT RENEWAL 

Develop Policies and Procedures That Comprehensively 
L
Address 

Contract Renewal Criteria 

We found that while the contractor assessmentscontain useful information, their 
quality is inconsistent, and somedo not consider certain important factors. (RCMs 
prepare contractor assessments,which are an important part of the contract renewal 
decision-making process.) The Contract Administration Handbook directs staff to 
basecontract renewal decisions on findings of fact that are appropriately documented. 
This documentation provides the support for contractrenewal decisions. We found 
that assessmentsdid not consistently: 

. 	 Provide sufficient detail of contractors’ licensing histories to allow decision-
makers to make informed renewal decisions. While contractor assessments 
often addressthe contractor’s licensing history, it is frequently given only 
brief mention. This information is most useful if it includes the quantity and 
nature of licensing violations, disposition or statusof those violations, and use 
of any sanctionsor enforcementactions asa result of those violations. 

l 	 Address compliance with contract terms. The contractor assessmentswe 
reviewed rarely contained any discussionof the contractor’s compliancewith 
contract terms or the successwith which the contractor was providing services 
to the children in its care. The 1997 SunsetAdvisory Commission Report 
recommendedthat the Department“ensure that performance is a factor in any 
future contract decisions.” 

0 	 Provide meaningful commentaryabout contractors’ strengths andweaknesses. 
Contractor assessmentsthat we reviewed rarely presented auseful discussion 
of the strengthsand weaknessesof the contractor. This discussionwas either 
cursory or non-existent. 

Recommendation: 

‘The Department should revise contractor assessmentsto comprehensively addressthe 
criteria on which it will basecontract renewal decisions. Assessmentsshould do the 
following: 

0 	 Provide sufficient detail of contractors’ licensing histories, including the 
quantity and nature of licensing violations; disposition or statusof those 
violations; and use of any sanctionsor enforcement actions as a result of those 
violations. 
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Management’s Resuonse: 

The Department has developeda revised residential child care contract assessment 
outline and instructions. Theassessmentwill providefor greater consistencyin 
contract renewal decision and addressthe recommendation. Commentsare due back 
on October 1. 2000forJina1 incorporation and implementation by December 1. 2000. 

Section 4: RESIDENTIALCONTRACT PROVISIONS 

Enhance Residential Child Care Contract Provisions 

Residential contract provisions havemarkedly improved since 1997. We believe 

further enhancements,as outlined below, will make the contracts evenstronger. 


Revise the new contract provision that establishes a method of evaluating a 

contractor’s quality of service. The fiscal year 2000 Residential Child Care 

Contracts contain a provision, required by a Health and Human ServicesCommission 

regulation (Texas Administrative Code, Rule 35 1.13),which establishesoutcome 

measuresfor contractors. This provides a method of assessinga contractor’s quality 

of service. However, the provision lacks sufficient detail and doesnot explain how 

the performance measurewill be generatedor how it will be used to assesscontractor 

performance. Additionally, the wording of the provision createsambiguity with 

respectto who has responsibility for monitoring a child’s progress under the rule. 


The need for useful performance measureshas been identified in prior reports. The 

Office’s 1994 Management Control Audit report(Management Controls at the Texas 

Department of Protective and Regulatory Services,SAO Report No. 95-003, 

September 1994) and the 1997 SunsetAdvisory Commission report recommended 

that Department contracts include clearly defined goals, outputs, and measurable 

outcomesthat directly relate to the program objectives. 


Clearly. state the Department’s rights and the contractor’s obligations 

regarding unallowable costs in accordance with Department policy and state 

and federal regulations. Contract provisions that addressesunallowable costsare 

not consistent with Department practices. The Department infrequently attemptsto 

recoup unallowable costs incurred by contractors under unit-rate contracts. As 

previously mentioned, the Department lacks a clear policy concerning recoupment of 

unallowable expenditures. (See Section2-D.) Once established,this policy should be 

implemented through appropriate regulations and contract provisions. Currently, the 

contract statesthat the: 


Contractor shall use reimbursementspaid by the Department 
under this contract only to cover allowable costs for services 
delivered under this contract . . .[r]he LOC [level of care/ 
reimbursement may not exceed the Contractor ‘S actual 
allowable coststo provide the servicesunder this contract. 

If the Department determinesthat it is both legal and cost-effective to implement a 
policy of foregoing recoupment of theseexpenditures,then contract provisionS should 
reflect this determination. On the other hand, if the Department elects to adopt a 
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policy of pursuing recoupment of thesecosts,the contract needsto describe the 
recoupment process. 

Describe the Department’s rights in property purchased with Department funds 
and the enforcement of those rights. The current contract does not make clear the 
Department’s rights or the contractor’s obligations concerning real or personal 
property purchasedwith Department funds. Neither the Contract Administration 
Handbook nor the Residential Contract Compliance Handbook provide this guidance. 
Mere referencesto federal circulars provide little guidanceto either contractors or 
Department staff members. The Contract Administration Handbook directs staff 
membersto take stepsto enhancemutual understanding of the contract terms and to 
take reasonablestepsto inform contractors of their responsibilities and liabilities 
under their contracts. 

While it may be impractical for the contract to restatelaws and regulations in their 
entirety due to both their length and complexity, contract provisions should contain 
enough detail to provide guidance to both parties to the contract. Additionally, the 

A related party is a person or organization 
related to the residential contractor through 
common ownership (including an immediate 
family relationship) or any association that 
permits either entity to significantly influence 
or direct the actions ar policies of the other. 
A related-patty (or ‘less-than-arms-lengih~) 
transaction is a transaction in which there is 
an exchange of services, equipment, facilities 
or supplies between tie contractor and the 
related party. 

Department should ensurethat current termsare legally 

sufficient to enforce Department rights in such property, 


Address related-party transactions. (See text box.) The 

contract doesnot mention related-party transactions. 

Related-party transactionsare commonplaceamong 

providers and have been a concern for the Department. 

While not always inappropriate, thesearrangements 

provide an opportunity for the misuseof Department funds. 

At a minimum, contract provisions should do the 

following: 


b Define related party. 

b 	 Require contractors to maintain documentation sufficient to allow the 
Department to ensurethe appropriatenessof thesearrangements. This 
documentation should include support for the cost incurred by the related 
party in providing the good or service as well as fair market valuations. 

b 	 Make specific referenceto applicable stateregulations and federal circulars 
that govern related-party transactions. 

Specify the type and timing of information to be submitted by the contractor 
and used by the Department in its subcontract approval process. All 
contractors are not submitting subcontractinformation in a timely manner. For 
example,although the Department requestedboilerplate foster home agreementsas 
part of the fiscal year 2000 re-enrollment process,it did not receive copies fi-om all 
contractors. Ensuring the quality of subcontractorsand subcontractsis an important 
aspectof providing servicesto children in the Department’s care. The current 
contract requires contractors to obtain Department approval before entering into 
subcontractsfor basic child care services;however, contract provisions do not 
describethe type and timing of information that must be submitted. 
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. 

The Residential Contract Compliance Guide (RCCG) lists the subcontracting 
information that contractors should submit to the Department. This information 
includes boilerplate subcontractsand contractor policies and procedure: for 
monitoring subcontractors. The Department should consider making stibmissionof 
this information a contract requirement to help ensurethat the information is 
submitted and to provide a basis for RCMs to hold contractors to contract terms. 

. 
Additionally, the RCCG statesthat boilerplate subcontractsthat child-placing 
agencieshave with their foster parentsmust be submitted to the Department. This 
requirement should be made explicit in the contract. 

Require contractors to notify the Department in the event of a change in the 
contractor’s legal name. During the fiscal year 2000 re-enrollment, RCMs 
encounteredcontractors who had undergonenamechangeswithout informing the 
Department. The residential child care contract requires the contractor to provide 
notifications to the Department of any significant changeaffecting the contractor. 
However, the contract does not specifically mention a change of corporate name, 
merger, or dissolution, or provide a specific time frame for notification. Although 
minimum licensing standardsfor providers do addresssuch notifications, the 
problems encountered in this areaduring the fiscal year 2000 re-enrollment suggest 
that the contract should specifically addressthis issueto encouragecontractor 
compliance. By specifically requiring immediate notification of thesetypes of 
changesand implementing RCM monitoring of this provision, the Departmentwill 
decreasethe likelihood that it will enter into an unenforceable contract with an 
incorrect or delict entity. 

Recommendation: 

The Department should enhancecertain Residential Child Care Contract provisions as 
follows: 

. 	 The new contract provision (Paragraph19(B)( 1)) that establishesa method of 
evaluating a provider’s quality of service should be more carefully drafted to 
provide sufficient detail and explanation concerning how the measurewill be 
generatedand how it will be usedto assesscontractor performance. 

l 	 The contract should clearly statethe Department’s rights and the contractor’s 
obligations regarding unallowable costsand should be consistentwith 
Department policy and stateand federal regulations. 

. 	 The contract should clearly describethe Department’s rights in property 
purchasedwith Department funds and how those rights may be enforced. 
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The contract should addressrelated-party transactionsincluding, but not 
limited to, the following: 

- A complete definition of related party. 

A requirement that contractorsmaintain documentation sufftcient to 
allow the Department to ensurethe appropriatenessof any related-
party arrangements,including documentation sufiporting the cost 
incurred by the related party in providing the good or service and fair 
market valuations. 

Specific referencesto applicable stateregulations and federal 
circulars governing related-party transactions. 

The contract should specify the type and timing of information to be 
submitted by the contractor and usedby the Department in its subcontract 
approval process. 

The contract should specifically require contractorsto notify the Department 
in the event of a changein the contractor’s legal name. 

Management‘s Resuonse: 

TheDepartment agrees that provisions of the Residential Child Care Contracts can 
be updated. Contracts arefor thepurpose of detailing the special agreements 
betweentheparties; they are notfor thepurpose of detailing every law, regulation 
and OMB circular. Someparts will be specifically placed in the contract, some 
statutesand regulations will be specifically cited in the contract, and someparts will 
bereferenced in more general ways in the contract. 

Due to the timing of this audit and the Department’s contract renewalprocess, 
modifications to the contract will be addressedin thefiscal year 2002 contracts. CAD 
will incorporate the changesmore appropriately addressedin the Residential 
Contract Guide, the CAD Handbook or training during thefall 2000. 

l 	 Theprovision regarding theproviders ’ quality of service will be clarifted in 
thefscal year 2002 contract. Becausecontract language can never be made 
specific enough to eliminate the needforjudgment by the residential contract 
managers, training will be conducted by CAD to augmentcontract language 
in addressing this issue. 

l 	 Therecoupmentprovisions of the contract will be examinedand modified in 
thefiscal year 2002 contract. Handbooks and training for contract managers 
andfor contractors will go into much more detail than the contract, but 
implementation of actual recoupmentswill often dependon professional 
judgments by the Department 3 attorneys and accountanls who havefull 
accessto the statutes,regulations and circulars, as do the attorneys and 
accountants of the contractors. The CAD Handbook will be supplementedby 
December 31.2000, and additional training willfollow by March 31.2001. 
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0 	 Although the current contract is legally adequate becausetheproper 
circulars and statutes are cited, theprovision regarding rights in property 
will be made more specific than it is now. Handbooks and training will be 
enhanced concerning this issue. 

0 	 Theprovision regarding related parties will be clarified to address the issues 
noted. In addition, handbooks and training will also be enhanced. Finally, 
certain practices by related parties will be consideredfor 1inclusion in PRS 
rules. 

. 	 For-fiscal year 2002 contracts,portions of the Residential Contract 
Compliance Guide will be incorporated into the contract to address the issue 
of subcontractor approval. 

0 	 Notification of name changeswill specifically be addressedin thefiscal year 
2002 contract. 

Section 5: PAYMENT METHODOLOGY 

Continue Efforts to Revise the Foster Care Payment Methodology 

The 76th Legislature directed the Department to review, and revise as necessary,the 
current foster care rate setting methodology. Consequently,the Department has 
createda work group and hired an outside contractor to assistwith this process. 
Becausethe consultant’s work beganduring the course of our audit, we did not review 
the cost methodology. 

[n SAO Report No. 95-003, A Review of Management Controls at the Department of 
Protective and Regulatory Services,September1994,we noted that the cost reports on 
which rates are basedhad not been audited. This concern remains. The Department 
hasnot performed any on-site audits, and thus is in violation of the Texas 
Administrative Code (TAC). Desk reviews of the contractors’ cost reports are now 
current and provide a level of assuranceabout the reasonablenessof the financial 
information in the reports. Auditing a sampleof cost reports annually would verify 
the accuracy of the contractors’ self-reported financial information. TAC, Section 
700.180l( 1l), requires the Department to perform: 

...a s@cient number of on-site audits each year to ensure 
the fiscal integrity of the 24-hour child-care services 
program. PRS determines the frequency and nature of on-site 
audits, and the number of audits per$!ormed each year may 
vary. To maximize the number of audited cost reports 
available for use in projecting costs. PRS arranges as many 
on-site audits aspossible. 

The foster care rate setting methodology usesthe financial information in the cost 
reports as the basisof the foster care rates. Therefore, it is important that the 
Department audit at least a sampleof cost reports annually to determine if the 
financial information being reported is accurate. 
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Recommendation: 

The Department should audit a sampleof cost reports each year to ensurethe accuracy 
of the contractors’ cost reports, as required by law. 

Management’s Resuonse: . 

Desk review procedures that havebeenemployedprovide verification on the accuracy 
of cost reports, however the Department agrees that on-site review of cost reports 
would enhancethe accuracy of the information,. Prior tofscal year 2000. the 
Department had a rider provision that specifically prohibited the reduction infoster 
care rates and did not havefunding to increase rates. To resolve aprior audit issue, 
deskreviews of 1998 cost reports were completedand resulted in over $8 million in 
net adjustments. Thesedesk reviews coupled with training ofproviders on cost 
reporting enhance the accuracy of the information. Beginning with the 2000 cost 
reports, which are duefiom providers beginning December 31, 2000, CAD will 
supplementthe desk review of cost reports with a risk based approach to conducting 
on-site reviews. 

Section 6: PERMANENCY ACHIEVED THROUGH COORDINATED EFFORTS(PACE) 

Keep Working to Improve the Foster Care Management System 

It is too soon to tell if the pilot foster care systemcreatedby PermanencyAchieved 
through Coordinated Efforts (PACE) will be a more effective systemthan the current 
onewithout costing the Statemore money. The Legislature required the Department 
to maintain cost neutrality in regard to the pilot project’s foster care payments; 
however,the Department is not tracking the start-up and administrative costsof the 
pilot project. An independentcontractor will be evaluating the effectivenessof the 
pilot project, using specific outcomemeasuresrelatedto foster care. Final results will 
not be known for a year or more. 

Section 6-A 

Continue Efforts to Evaluate the Foster Care Pilot Project 

The nature of the foster care pilot project is to changethe existing foster care 
managementsystem. The Department’s goal is to createa more effective systemof 
substitutecare without increasing the costsof foster care to the State. Effectivenessof 
services(improved outcomes) is defined as follows: 

0 Improved child functioning 

0 Shortenedlength of stay in care 

0 Increasedstability of placementswithin the systemof care 

l Maintenance of least-restrictiveplacements 
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PACE was createdin responseto Rider 7 during the 75th Legislature, which stated 
that the Department should consider the “expansion of contract services,regional 
planning, service outcomes, and appropriate funding mechanismsto be tested in a 
pilot project . . . and funded at no increasedcost to the State.” The Department’s 
efforts to maintain cost neutrality do not include start-up costs,cost of administering 
the program, or any duplication of efforts by field staff membersas responsibilities 

1 transition to the primary contractor. 

Permanency Achieved through Coordinated Efforts (PACE) 

The pilot project for substitute care, PACE, is contained in a 10 
county area around Fort Worth. The counties include: Cooke, 
Denton. Erath. Hood. Johnson. Palo Pinto, Parker. Somervell. 
Tarrant, and wise. In Phase I of PACE, which began in September 
1998 (fiscal year 1999). the primary contractor functions as an 
umbrella administrative agency for placement, assessment, and 
treatment of children in foster care. Under Phase II, scheduled to 
begin sometime in fiscal year 2001, the primary contractor’s 
responsibilities may be expanded. 

The target population for PACE includes children with therapeutic 
needs and children in a sibling group in which at least one sibling 
has therapeutic needs. In fiscal Year 1999, the primary contractor 
received $7.7 million to serve a daily average of 291 foster 
children. In fiscal year 2UOO.the Department projects that it will 
pay the primary contractor about $13.7 million to care for a doily 
overage of 483 foster children. 

. 

PACE is completing its second year of 
PhaseI, in which the primary 
contractor functions as an umbrella 
administrative agency for placement, 
assessment,and treatment of children 
in foster care. The Department plans to 
expand the project in fiscal year 200 1. 
PhaseII is under development, and the 
scopeof servicesin the second phase 
has not beendetermined 

An independentcontractor is evaluating 
PACE on the outcomesdefined on the 
previous page. The initial assessment 
for fiscal year 1999,the first year of the 
pilot project, was not completed by 
May 2000. Moreover, until PhaseII is 

. 


implemented and sufficient time has elapsedto allow changesin foster care outcomes, 
the expansion of this foster care model will remain undecided. 

Section 6-B: 

Devise a System to Capture the Total Costs for Creating and 
Administering PACE 

The Department lacks a systemto track how staff membersspendtheir time, and 
therefore, it cannot capture certain costsrelated to PACE or other projects. Most costs 
associatedwith PACE relate to staff salaries. This cost information is necessaryto 
fully assessthe cost-benefit of any current or future innovative pilot projects. 

Although the legislative requirement to maintain cost neutrality for the pilot project 
only considers the foster care rate comparison,there are additional costs associated 
with PACE: 

l 	 Start-up and ongoing administration costsfor Department staff in areassuch 
as Program, Accounting, and CAD 

0 	 Costs relatedto duplicative efforts in the field asresponsibilities are 
transferred from Department staff membersto the primary contractor 

The Legislature did not appropriate additional funds for PACE; the start-up and 
administrative costsfor PACE are funded through current appropriations. 
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1 A good time keeping system would allow the Department to further analyzethe cost-
benefit of PACE, especially once PhaseII hasbeen operational for a couple of years. 
The ability to capture and analyze all costsassociatedwith new programs should be in 
place before any decisions are madeabout the implementation of other innovative 

1 pilots. 

PACE Rates 

In fiscal year 1999, the Department paid the PACE 
primary contractor a daily rate of $72.40 for each 
child, regardless of the child’s level of care. 
However, the primary contractor pays its 
subcontractors a rate that is based on the 
particular child’s level of care. 

The daily rate was increased by 7 percent, to 
$77.40 per day per child. at the beginning of fiscal 
year 2000. The 76th Legislature mandated the rate 
increase for all foster care providers. 

The Department is currently paying more, on average, 
for PACE foster children than for,non-PACE children. 
The daily rate the Department pays the primary 
contractor for PACE children was determined using 
paymentdata from fiscal years 19951997. (Using 
historical datato setthe foster carerate is an accepted 
practice.) However, the population mix of the PACE 
foster children in fiscal year 1999 differed from the 
previous years-more children in the pilot project 
region were placed in foster care than in prior years, 
and relatively more PACE children required a lower 
level of care. If the daily rate were calculated on the 

actual PACE population in fiscal year 1999, it would have been$68.24, not $72.40. 
The annual overpayment, basedon the actual PACE population in fiscal year 1999, 
was $440,064. 

Recommendation: 

The Department should develop a time keeping systemto capture administrative start-
up and implementation costs for PACE and other innovative pilot projects to better 
determine eachproject’s cost benefit. 

Management‘s Response: 

Weagree that capturing administrative costs would assist in determining a project’s 
cost bene$t. TheDepartment ultimately expectsto utilize the PeopleSoftTime and 
Labor module as an enterprise-wide solution to tracking timefor all employees. 
However, this wouldfirst require -theimplementationof the PeopleSof?Human 
Resourcemodule to run. Due to resource limitations and agency automation 
priorities, we do not anticipate implementingthesePeopleSoftmodules until thefkal 
year 20042005 biennium. In the interim, the Department wiI1reviewpotential 
solutionsfor staflworking on pilot projects such as PACE and developan 
implementationplan by March 1, 2001. 
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1 section6-c: 

1Ensure That the Primary Contractor Sufficiently Monitors Its 

1Subcontractors 

Figure 2 

Department of Protective and 
Regulatory Services Contracts 

On monitoring visits in June and December 
1999,Department monitors found 
weaknessesin the primary contractor’s 
oversight of its 60 subcontractors. Contract 
provisions require the primary contractor to 
monitor its subcontractorsto ensurethat they 
have the qualifications and financial 
resourcesto provide foster care services. 
The contract also requires the primary 
contractor to ensurethat its subcontractors 
use foster care funds appropriately. 

The primary contractor has 55 
subcontractorswho also have contracts with the Department. (See Figure 2.) Both 
the primary contractor and the RCMs are responsible for monitoring thesecontractors 
(subcontractors). During fiscal year 1999and the first half of fiscal year 2000, neither 
the primary contractor nor the RCMs met all monitoring guidelines for the contractors 
(subcontractors). 

The primary contractor has monitored to determine if foster parents received the 
minimum amount of maintenance foster care paymentsrequired by the Department. 
The primary contractor conducted spot cheeksof its subcontractors’ foster homes(by 
telephone)to ask foster parents about the paymentsthey had received. 

Recommendation: 

The Department should ensure,through regular monitoring of the primary contractor, 
that it is sufftciently monitoring its subcontractors. 

Manaaement s Response: 

Theprogrammatic monitoringfinctions of the PACE contract have now beenput 
under the Divaion Administrator for CPSPurchased Services. A PACE contract 
managerposition has been authorized. Theposition is expectedto bejilled by 
September15.2000. Thisperson will be responsiblefor ensuring theprimary 
contractor is complying with the subcontractor monitoring requirements in the 
contract. 
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1 Section 6-D: 

Continue to Define New Roles and Responsibilities as Additional 
Phases of PACE Are Implemented 

The changing roles associatedwith PACE initially causedconfusion for Department 
and primary contractor staff membersinvolved in the transferof responsibilities. 
PACE was implemented in September1998,shortly after the contract was awarded, 
and before the new roles and responsibilities of both parties hadbeen formalized. The 
primary contractor quickly hired additional staff membersto accommodatenew 
responsibilities such as placement,assessment,and casemanagementthat were 
previously performed by Department staff members. Departmentcaseworkers saw 
their roles change to those of casemanagers,with the primary contractor assuming 
more direct care responsibilities for PACE foster children. 

We noted a strong commitment to PACE’s successon the parts of the Department and 
the primary contractor when we visited the pilot project region, despite the recent role 
changes. Noting the need to delineateeach party’s roles, responsibilities, andjob 
tasks, the Department has wisely delayedthe implementation of PhaseII of the pilot 
project until further joint planning can occur. 

The Department needsto develop staff membersto have specific knowledge of PACE 
to promote the successof the pilot project. A number of staff memberswith PACE 
duties, both in the stateoffice and the regional office, haveleft the Department since 
December 1999. CAD’s PACE Contract Manager resignedin December 1999 and 
had not been replaced asof May 2000. Severalregional staff memberswith PACE 
knowledge and responsibilities, including the RCM and the PACE Liaison Program 
Director, left in February 2000. CAD’s PACE Contract Manager and the RCM had 
been monitoring the primary contractor semi-annually. As a result of their 
resignations, the December 1999 monitoring report hasnot been issued,and expertise 
about the pilot project was lost. Local expertisewith the unique demandsof PACE is 
critical to the pilot project’s success,especially as the scopeexpandsunder PhaseII. 

Recommendation: 

Before additional responsibilities are transferredto the primary contractor under 
PhaseII, the Department should clearly define, formalize, and communicate new 
roles, responsibilities, and proceduresfor casemanagementand program 
administration. 

To the extent possible, the Department should assignresponsibilities for PACE to 
specific staff members in the stateoffice and the regional office, in an effort to 
‘develop and increaseknowledge of PACE. 

Management’s Response: 

Much effort has beendevotedduring thepast several monthsto address the issues 
related to this recommendationin PhaseII. Turnover of Department staff dealing 
with this contract has stabilized and Department executivestafhave met to discuss 
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PACE and specifically outline roles and responsibilities in state o&e and the region. 
This has resulted in lhe creation of a PACE executivecommitteetofacilitate 
communication and decision making. Designated staff havebeenprovided to improve 
casemanagementand program administration of PACE. Theseinclude af&a/ 
contract monitor, a program contract monitor, a contract manager. and a budget 
analyst. The state oflice person responsiblefor developingPhase II has transferred to 
the region to overseeproject implementation. . 

Section 7: PURCHASE OF SERVICESCONTRACTS 

Expand Besf Practices to All Regions to Improve Overall Contract 
Administration of Purchase of Services Contra& 

Purchase of service contracts bre 
competltiveiy procured contracts 
for services often provided directly 
to foster children. The services 
include evaluation and treatment, 
which are basic needs assessment 
and therapeutic services. In fiscal 
year 1959, the Department spent 
about $41 million on servtces for 
foster children. 

We found that contract administration of POS contracts was more 
effective than it was for residential contracts. While we identified 
some aspectsof contract administration that could be improved, we 
also found somebestpractices in theseareas. Efforts that would 
improve contract administration of POS contracts include the 
following: 

l Standardizing the rate setting processstatewide. 

l Systematically documenting the negotiation processes. 

l Adding programmatic factors and feedbackto the risk assessmenttool. 

. 	 Adding program feedbackto the renewal process. Program feedbackwould 
also benefit the referral process. (The foster child’s caseworker refers the 
child to the contractor for services.) 

In our visits to a number of regional offices, we identified somebest practicesthat 
would benefit POS contracting in all regions: 

l 	 Two regions have implemented market surveysto gather data on rates 
charged for various contracted services. The surveysgive the POS Contract 
Managers an estimateof where to set rates for therapeutic services. 

l 	 One region records issuesraised by proposal evaluatorson a tracking 
document. The document is usedas a basis for negotiating with prospective 
contractors. 

l One region maintains a program databasefor feedbackabout POS contractors. 
Caseworkers provide input, including complaints about and observationsof 
preferencesof the POS contractors. POS Contract Managers review this 
feedback before awarding new contractsto providers. 

POS Contract Managers had conducted financial monitoring of high-risk contractors 
in the regions we visited. Our testing found that they were following monitoring 
procedures and documenting their results. 
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IRecommendation: 

The Department should expand its bestpractices statewide to improve contract 
administration of POS contracts. It should implement processesto do‘the following: 

. Standardizethe way ratesare set statewide. Collect data within eachregion 
.so that contract ratesreflect local market rates. 

a 	 Systematically document the negotiation processesto provide support for 
contracting decisions. 

0 	 Add programmatic factors and feedbackto the risk assessmenttool so that the 
risk assessmentprocessconsidersmore relevant information. 

0 	 Add programmatic feedbackto the contract renewal processso that contractor 
performance is considered in the renewal process. 

Management’s Response: 

Changeshave already beenmade to the risk assessmenttool as discussedin section 
2-A. Annual Quality Assurance visits will assessregional and state o&e contract 
section ‘sstrengths and areasfor developmentas well as compliance with PRS 
policies. Thesereports will be analyzedand integrated into an annual summary of 
bestpractices and trena3 in development. Theaggregated report will be used in 
training, the CAD Handbook andjob aid tools. In addition, CAD will evaluate all the 
bestpractices listed in the recommendationand will implement as appropriate. 
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Appendix 1: 

Objective, Scope, and Methodology 

Objective 

The primary objective of this project was to evaluatecontract administration for the 
various types of contractsassociatedwith children in foster care. , 

Contract administration includes four key areas: 

l 	 Procurement-the fair and objective selection of the most qualified 
contractors 

0 	 Payment-the establishmentof prices that are cost effective and aligned with 
the cost of providing the services 

. 	 Contract establishment-the inclusion of sufficient provisions to hold the 
contractor accountable 

. 	 Contractor oversight-the monitoring activities and enforcementof the 
contract terms 

Effective contract administration is crucial to the State’s ability to ensure that it 
receivesquality servicesat the bestprice and that all state and federal requirements 
are met. 

Scope 

The scope of this audit included the review of contract administration functions for 
severaltypes of contracts: 

. Contracts for maintenance 

Residential contractsbetween the Department andresidential 
child care providers 

Agreementsbetween the Department and foster careproviders 

0 	 Purchasedservicesfor children in foster care(primarily evaluation and 
treatment services) 

0 Special contracts 

PermanencyAchieved through Coordinated Efforts (PACE), a 
managedcare pilot project 

Youth for Tomorrow, an independent evaluator 

Consulting contract to revise the foster carerate setting 
methodology 
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Methodology 

Information collected: 

interviews with Department executivemanagementand staff members 


Interviews with staff membersof foster carecontractors 


Interviews with foster care providers, including foster parents 


Interviews with legislative staff members 


Documentary evidence such as: 


Residential foster care contracts,contract amendments,and 
extensions 

Purchaseof services(POS) contracts 

Special contracts (PACE, Youth for Tomorrow, rate setting 
methodology consultant) 

Residential contractor assessments 

Risk assessmenttools and documentationfor residential and POS 
contracts 

Monitoring tools and working papersfor all types of contracts 

Foster care expendituredata 

Residential contractors’ cost reportsand Financial Questionnaires 

Residential contractors’ files on fosterchildren and foster homes 

Residential contractors’ financial information 

The Department’s Contract Administration Handbook, Child 
Protective ServicesHandbook, andResidential Contract 
Compliance Guide 

Minimum licensing standardsandguidelines for child-placing 
agencies,residential treatmentcenters,and foster homes 

Relevant parts of the TexasAdministrative Code 

Contract Administration Division Memoranda 

Proceduresand testsconducted: 

l Test of the desk review processfor residential contractors’ cost reports 

. Test of the contract renewal processfor residential contracts 

l 	 Review of selected financial information at a sample of child-placing agencies 
and residential treatment centers 
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. 	 Tests of a sample of child-placing agencies’ foster children’s files and foster 
parents’ files 

l Visits to a sample of foster homes 

Criteria used: 
. 

l Office Contract Administration Model 

0 Texas Statutesand Administrative Code 

l General Appropriations Act, 75th and 76th Legislatures 

0 Office of Management and Budget Circulars 

Other Information 

Fieldwork was conducted from December 1999 through April 2000. The audit was 

conducted in accordancewith GovernmentAuditing Standards. 


The audit work was performed by the following team members of the StateAuditor’s 

staff: 


. Babette Laibovitz, MPA (Project Manager) 


. Adriana Buford, CPA 

l Homer Garcia III, MBA 

l Ruby Elizabeth Garcia, CIA 

l Dave Gerber, MBA 

l Vivek Katyal, MBA 

. Walton Persons,CPA 

. Henry Siller 

l Michael Stiemberg, JD 

l Whitney Hutson-Kutz, CPA (Quality Control Reviewer) 

0 Julie Ivie, CIA (Audit Manager) 

. Deborah L. Kerr, Ph.D (Audit Director) 


The following team members from the U.S. Department of Health and Human 
Services,Office of the Inspector General,Office of Audit Servicesassistedthe 
Office’s project teamon visits to selectedresidential contractors and foster homes: 

l Sylvie Witten, CPA (Senior Auditor) 
l John Raymond, CPA 
l Michael Helmick, CPA 
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Appendix 2: 

Data by Facility Type 

Number of Foster Children and Dollars Spent by Facility Type for Fiscal Year 1999 

Average Number Percent of Total Total Dollars Paid forFacility Group Type of Children per Day Foster Children Fiscal Year J999 
Percent of 

Total Dollars 

Child-placing-Agency 3,604 32% s 71.634.614 38% 
,..._.........................,.........................,...............................*................... .................................-....-................._..._...._......__........................... ................................ 
Residential Treatment 
Center 1,271 11% 45131,093 24% 
,..........._.............__.........._......,..........,_.. _.__......_..................................... ............................................. ....................................................... ................................ 
Department of 
Protective and 

Regulatory Services 4,938 44% 33,118,238 18% 


Foster Homes o 
................*...................................... _..... ....................................................... ................................
..........................._........._..............................-....................... 

Independent Homes TV 568 5% 9,774,242 5% 
__............._.............. _............................................._._.............._....... _........_...........................-............. ....................................................... ................................ 

Emergency Shelter 595 5% 19548,822 10% 
..........._.”.................................._..... _._......... .............................. ................................................._..........................”......_.................... ...................................... 

PACE 291 3% 7.699668 4% 
..........*................ _.,....._.......... .........__...--....... ........._..........................*.................._............._............. _.........._.......................-.................... ................................ 

Other 13 0% 227,678 0% 

TOTAL 11,260 $ 187,134,355 

0 Department of Protective and Regulatory Services Foster Homes are foster homes verified by Child Protective 
Services (CPS) and receive child placements directly from CPSin its capacity as a child-placing agency. 

b Independent Homes are composed of basic care facilities, specialized family homes, and specialized Qroup 
homes. 

Source: Deportment of Protective and Regulatory Services 
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Appendix 3: 

Residential Contracting Process for Foster Care 

Residential 
Contracting Process 

for Foster Care 
. 

Department of Protective and 
Regulatory 

Child Placing 
Agencies (CPA) 

CPAs enter into contracts 
with foster parents 

Foster Homes 

Services (Department) 

Department enters into 
Residential Child Care 

Contracts with contractors 
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Appendix 4: 

Service Delivery Structure-Child-Placing Agencies 

Service Delivery Structure - Child 
Placing Agencies (CPA) 

. 

Department of Protective 
ond RegulOtory Services 

Residential Contract Residentiol Child Care 
Managers @CM) Llcenshg Division (RCCL) 

Department contracts 

RCCL 
licenses CPAs and monitors I 
compliance wtth minimum 

RCMs enroll CPAs ond licensing standards 
monitor compliance 
with contract terms 

Child-Placing Agencies 

CPAs @ace children in foster homes 
and monitor foster homes for compliance 

with minimum licensing standards 

Caseworkers are requtred to 
visit foster children monthly 
and these visits must take 

place in the faster home at 
least quarterly 
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Appendix 5: 

Foster Care Levels of Care 

Table 3 

Foster Care Levels of Care 
Rates and Definitions . 

(Fiscal Year 2000) 

Definition-eve1 of Care Daily Rate 
(Texas Administrative Code, Title 40, Part 19, Chapter 700, Subchapter w) 

Child’s functioning is adequate in all developmental and social areas, The 

1 $16.96 	 child may have transient difficulties and everyday worries and may 
occasionally misbehave, but he is nonetheless a normal child who responds 
to normal discipline. 

................._...... __._................................,......................................................................... ......-..................... _........___..__._.._... _................._..............-.................. 

Child has problems functioning in one or more areas, but the problems are 
only occasional. The child sometimes acts out in response to stress, but the 

2 $36.33 episodes of acting out are brief and transient. The child’s behavior is 
minimally disturbing to others and is not considered aberrant by those who 
know him. 

............................... .........-.................. ................................................................_.........................................................................................-....................... 

Child has frequent or repetitive minor problems in one or more areas of 
3 $62.15 functioning. The child may engage in nonviolent antisocial acts but is able 

to have meaningful social relationships. 

.............................. ..-...._...................-.........-...........................................................................................................-......................................................” ..... 

Child has substantial problems. The child’s physical, mental, or social needs 
and behaviors may present a low-to-moderate risk of harm to the child or to 

4 $88.42 others. The child may have poor social skills or frequent episodes of 
aggressive or antisocial behavior. Despite these problems, the child is still 
able to have meaningful social relationships. 

.........................“... ............................ .................................................................................. .................................,...................”- ............” ......................... 

.*........... 

Child has severe problems and is unable to function in several areas. The 
child may lack the motivation or ability to care for himself or participate in 
social activities, though he may sometimes cooperate when prompted or 

5 $106.66 instructed. The child’s reality testing and communications may be severely 
impaired. The child may exhibit persistent or unpredictable aggression, may 
be markedly withdrawn and isolated, or may have attempted suicide. The 
child’s behavior may present a moderate-to-severe risk of harm to himself or 
to others. 

...................................,” ..,..................................... ............................ .........................................................-.”.......................” ................. I ............. 
Child has one or more very severe impairments, disabilities, or needs, and is 
consistently unable or unwilling to cooperate in his own care. The child may 

6 $200.98 be extremely aggressive or self-destructive. The child’s reality testing. 
communication, cognition, affect, and personal hygiene may be grossly 
impaired. The child’s behavior may present a severe-to-critical risk Of Serious 
harm to himself or to others. 

Source: Department of Protective and Regulatory Services and Texas Administrative Code 
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Appendix 6: 

Organizational Chart 

TexasDepartmentof ProtectiveandRegulatoryServices 

Source: Department of Protective and Regulatory Services 
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Appendix 7: 

Regional Boundaries 

Texas Department of Protective 
and Regulatory Services */ I 

Regional Boundaries 

.-
.iI...-i ..~ I : .- 1 r 

Source: Department of Protective and Regulatory Services 
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Copies of this report have been distributed to the fOlIOWing: 

Legislative Audit Committee 

The Honorable JamesE. “Pete” Laney, Speakerof the House, Chair 

The Honorable Rick Perry, Lieutenant Governor, Vice Chair 

The Honorable Bill Ratliff, Chair, SenateFinanceCommittee 

The Honorable Florence Shapiro, Chair, SenateStateAffairs Committee 

The Honorable Robert Junell, Chair, House Appropriations Committee 

The Honorable Rene 0. Oliveira, Chair, House Ways and Means Committee 


Governor of Texas 

The Honorable George W. Bush 

Legislative Budget Board 

Sunset Advisory Commission 

Department of Protective and Regulatory Services 

Mr. JamesR. Hine, Executive Director 

Board of Protective and Regulatory Services 

Ms. Catherine Clark Mosbacher, Chair 

Mr. Jon Martin Bradley, Member 

Mrs. Maurine Dickey, Member 

Mr. Richard S. Hoffman, Member 

Dr. Naomi Led&,Member 

Ms. Ommy SalinasStrauch,Member 
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as needed. In addiion most State Auditor’s Office reports may be downloaded from 
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In compliance with the Americans with Disabilities Act, this document may also be 
requested in alternative formats. To do so, contact Production Services at (512) 936 
9880 (Voice), (512) 936-9400 (FAX), 1-8OO-RElAY-TX(RID), or visit the Robert E. Johnson 
Building, 1501 North Congress Avenue, Suite 4224, Austin, Texas 78701. 

The State Auditor’s Office is an equal opportuntty employer and does not discrimln~e 
on the basis of race, color, religion, sex, national origin, age, or disability In emPlOYmnt 
or In the provision of servtces, programs, or activtties. 

To report waste, fraud, or abuse in state government call the SAO Hotline: 1-8OGTX 
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